SEMINAR 2

MODELLING POWER PRICES IN THE EUROPEAN ENERGY MARKET

Understanding stochastic processes for pricing derivatives

· Defining the stochastic process

· Demystifying the concepts behind stochastic processes

· Applying stochastic processes for pricing

· Using stochastic methods in pricing models

· Overcoming the problems in applying stochastic processes to the energy industry

Building the forward curve

· Overcoming the lack of data and market transparency when building the forward curve
· Key techniques for building the forward curve in an illiquid market
· Analysing the significance of the forward curve for the energy industry
Evaluating methodologies for pricing exotic derivatives

· Blk Scholes

· Monte Carlo

· Understanding the mechanics of exotic derivatives

· Analysing the range of new products on the market
Swing contracts

Weather derivatives

Asian options

American style

Spread/Spark spread options

Multi commodity options

· Identifying key characteristics

· Applicability of exotics to the European energy market

· Case study: pricing swing options

Implementing effective hedging strategies

· Assessing current instruments available for hedging

· Determining how and when to apply hedging instruments

· Developing an effective hedging strategy for your organisation

Volatility estimation techniques

· Comparing and contrasting techniques for modelling power and gas

· Historical vs implied volatility

· Building stochastic volatility processes for volatility

· Modelling the term structure of volatility

Profiting from cross commodity correlation

· Measuring the correlation between electricity and gas
Measuring physical and financial correlation
· Analysing current methods of calculating correlations
· Measuring historical correlation
